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Philippine White Paper 


The Bell Report is a new variation on an old theme. Are its recommenda- 
tions more likely to be carried out than those of its predecessors? 


BY SHIRLEY JENKINS 


HE ROAD TO crisis in the Philippines has been well 
paved with reports. These reports comprise a serial 
story featuring low income, inefficient and inadequate 
production, an unbalanced economy dependent on the 
export of a few agricultural products, subordination to 
the American market, land organization along feudal 
lines, poor living standards, concentration of available 
wealth in a few hands, and corruption and lack of ef- 
fective planning in the government. The latest instal- 
ment is the result of the “Economic Survey Mission to 
the Philippines,” headed by Daniel W. Bell, former 
Under-Secretary of the Treasury; but even the Bell 
Report does not pretend to be final. Its recommenda- 
tions include this warning: 
No one must expect that even so comprehensive a program 
as this will quickly or automatically remove all the ills of the 
Philippine economy. What it can do is to provide an en- 


vironment in which the people of the Philippines can work 
out a reasonable solution of their problems.” 


If the Bell program will provide the environment 


Mrs. Jenkins was formerly a Political Officer for the Depart- 
ment of Security Council Affairs, United Nations. She is 
author of a forthcoming study on American economic policy 
toward the Philippines. 


1 Report to the President of the United States by the Eco- 
nomic Survey Mission to the Philippines, Washington, D. C., 
October 9, 1950. The new US “White Paper” joins a shelf 
of documented studies including the “Report and Recom- 
mendations of the Joint Philippine-American Finance Com- 
mission,” 1947, the proposals of the Philippine United States 
Agricultural Mission, 1946, the report of the Technical Com- 
mittee to the President of the Philippines, “American Philip- 
pine Trade Relations,” 1944, and the “Report of the Joint 
Preparatory Committee on Philippine Affairs,” 1938. 

2 Ibid., p. 5. 


for working out Philippine problems, one must first ask 
what will provide the environment for implementing the 
Bell proposals. 

The dispatch of the Bell mission, some four years 
after the Philippines had attained sovereignty, reflected 
the growing concern in Washington over political un- 
rest and economic uncertainties in the Islands. In 1950 
the Philippines was experiencing a general trade and 
financial recession. It was threatened with government 
bankruptcy and the exhaustion of foreign exchange 
reserves. There was continued and widespread activity 
by the Communist-led Hukbalahap, now renamed the 
Philippine People’s Liberation Army, directed at the 
overthrow of the Quirino administration. At the same 
time the critical Far Eastern situation was drawing 
the forces of the United States government to other 
areas of strategic concern. The Bell mission was there- 
fore assigned not only to see what had smashed the 
“showcase of Asia” but also to see what could be 
salvaged to provide the United States with a reliable 
ally and a secure base in the Pacific. 

Although Philippine productive facilities were exten- 
sively damaged, the country emerged from the war with 
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an accumulation of financial assets in the United States, 
a stable currency tied to the American dollar, and the 
assurance of substantial war damage payments. Without 
minimizing the serious postwar problems of relief and 
rehabilitation, it is none the less true that the Philip- 
pines did have a unique opportunity, as compared with 
many other war-torn areas, to progress toward self- 
sufficiency and economic independence. But the Philip- 
pine Trade Act limited its economic sovereignty; for- 
eign exchange was used up on luxury imports; extensive 
war damage payments were dissipated; the standard 
of living worsened; and elaborate plans for development 
were not put into effect. At the bottom of the Philippine 
crisis was the inability to transform the economy into 
one adequate for an independent state. It remains a 
colonial economy producing raw materials for export 
and little for domestic needs. 

Political instability intensified the economic difficulty. 
Disturbing political issues included the question of war- 
time collaboration by many government leaders; the 
controversy over “parity” or equal economic rights for 
Americans (a provision of the Philippine Trade Act 
which necessitated an amendment of the Philippine 
Constitution) ; the unsuccessful amnesty attempts with 
the Huk forces; and the undemocratic conduct of the 
November 1949 elections.’ Political scandals were ram- 
pant: vast amounts of surplus property wete disposed of 
for a fraction of their value, officials sold immigration 
visas to wealthy Chinese, and the government bought 
large estates at highly inflated prices. 


Basic Flaws in the Economy 

The Bell mission, consisting of five members and a 
staff of twenty-four assistants, studied the Philippine 
situation closely and made an important contribution 


_ in presenting basic data on production, income, wages, 
_ investments, and other matters. Estimating the needs of 
_ the economy, the Bell Report states: 


While production in general has been restored to almost the 


_ prewar level, little of fundamental importance was done to 


increase productive efficiency and to diversify the economy. 
In agriculture, the area under cultivation was brought to the 
prewar level, and the livestock population was partially re- 
stored. But almost nothing was done to open new lands for 
the increased population, to improve the methods of cultiva- 
tion, or to better the position of farm workers and tenants... . . 

The inequalities in income in the Philippines, always large, 
have become even greater during the past few years. While 
the standard of living of the mass of the people has not 


3 Observers have reported: “Election Day violence killed 
scores and injured hundreds. The official results, at best, 
are a dubious expression of public opinion” (US News and 
World Report, November 18, 1949). “Every device known 
to fraudulent elections was used on November 8. Filipinos 
sadly wisecracked that even the birds and the bees voted in 
some precincts” (Blake Clark, Reader's Digest, June 1950). 


reached the prewar level the profits of businessmen and the 
incomes of large landowners have risen very considerably. 
Wages and farm income remain lower than the economy can 
afford because of the unequal bargaining power of workers 
and tenants on the one hand, and employers and landowners 
on the other. . . . Under such conditions any policy that 
keeps prices high has the effect of transferring real income 
from the poor to the rich. . . .4 


Production, particularly of foodstuffs, has recovered 
to about 91 percent of the 1937 levels, but this must 
be measured against the 25 percent increase in the pop- 
ulation, Which means that per capita production is be- 
low prewar levels. This is primarily due, not to lack of 
capital or resources, but to the failure to invest in eco- 
nomic development. From 1946 through 1949 ap- 
proximately P4 billion of new investment was made 
throughout the economy—a figure equal to 20-25 per- 
cent of the gross national product. But the Bell Report 
states that more than 40 percent of the total was used 
for commerce, trade, and residential construction. 

The inadequacy of investment in production for 
home consumption meant continued heavy reliance on 
imported consumer goods. At the same time, trade pre- 
ferences with the American market meant that Philip- 
pine price levels closely followed those of the United 
States. Thus the cost of living in Manila in 1949 
reached an index of 385, compared with 100 in 1937, 
while food costs went up to 405. Unfortunately, Philip- 
pine wage levels were totally unrelated to the prices of 
American consumer goods, The average daily wage rate 
in Philippine industry ranges from P2 to P5 a day (one 
peso equals US $.50), while in agriculture hundreds 
of thousands work for less than P1.5 a day. Furthermore, 
agricultural wages have declined even since 1947; in 
that year the government reported a wage rate of P2 a 
day for agricultural laborers; by 1949 this had dropped 
to P1.7. In addition to this wage the laborers reccive 
two meals a day, a concession to the need to sustain 
life itself. The Bell Report cites a study made by the 
Catholic Church of the Philippines which estimates that 
a family needs a basic minimum of P4,000 in annual 
income. 


The Bell Report states: 


The large differences between the rise in wages and prices 
indicate that the level of profits was exceptionally high during 
the period 1945-1949. This is borne out by the available data 
on corporate profits and the large volume of investment fi- 
nanced by retained profits in business and agricultural enter- 
prises. These profits and the lag of wages behind prices have 
meant that real income in the Philippines since the war has 
been redistributed to the disadvantage of labor and other 
low income groups. 


The gross national product in the Philippines rose 


4 Bell Report, p. 2. 
5 Ibid., p. 17. 


FAR EASTERN SURVEY 


a 
| | 
iy 
q 
2 


from P1,204 million in 1938 to P5,341 million in 1949. 
The vast majority of Filipinos did not benefit from this 
increase ; it is important to note further that the Philip- 
pine government was unable to establish its finances on 
a sound basis. Government budgets became increasingly 
unbalanced in the postwar years. Annual expenditures 
rose from P213 million in 1946 to an estimated P502 
million in 1950, while the cumulative government 
deficit over those years amounted to P461 million. The 
deficit has been met by various budgetary loans, a 
United States Reconstruction Finance Corporation loan 
of P120 million, sale of government bonds, and other 
forms of borrowing. But the Bell Report observes: 


The mounting deficit of the Government during the years 
of high national income and inflationary pressure is indicative 
of the lack of a forceful policy on government finance. It 
indicates a failure on the part of the Government to recognize 
its responsibility to levy taxes and to provide an administrative 
enforcement staff that can collect taxes.® 


While tax revenue as a whole has been far from 
adequate for budgetary needs, the distribution of the 
tax burden has also been extremely retrogressive. About 
15 percent of the tax income came from income and 
profit taxes; 85 percent came from excise, sales, and 
other taxes falling heavily on those least able to pay. 

If one head of this financial monster is the budget 
deficit, the other head is the adverse balance of pay- 
ments, which was mounting daily until the imposition 
of drastic import controls in May 1950. On the average, 
prewar Philippine exports (including gold) more than 
balanced the value of imports. Since the war, how- 
ever, imports have frequently been more than double 
the value of exports. The most important source of 
foreign exchange from 1945 to 1949 was US govern- 
ment disbursements, which totaled some $1,400 million. 
This included $428 million in expenditures for military 
agencies and $302 million for the Philippine War 
Damage Commission. These funds were not used to build 
up the productive capacities of the country, one reason 
being the lack of import or exchange controls; nor 
were they a substantial source of government revenue, 
largely because of the weak tax structure. 

Philippine foreign exchange reserves fell from $647 
million at the end of 1945 to $260 million at the end 
of 1949." The uncertain economic future, and in parti- 
cular the violence surrounding the 1949 elections, con- 
tributed to this serious loss. Efforts to halt the flight 
of capital culminated in exchange controls imposed in 
December 1949 and in the import controls of May 
1950. These measures had mixed results. On the one 


6 Ibid., p. 23. 

7 Cf. Konrad Bekker and Charles Wolf, Jr., “The Philip- 
pine Balance of Payments,” Far Eastern Survey, February 22, 
1950. 


JANUARY 10, 1951 


hand, imports for the first six months of 1950 were 
38 percent below 1949; on the other hand, the reduced 
tax revenues from customs dutics made a further dent 
in the slim government budget, and food and textile 
shortages meant steadily increasing prices for the hard- 
pressed Filipinos. Meanwhile, as the rehabilitation 
claims program approached its end, US government dis- 
bursements declined by about 40 percent. On the basis 
of current commitments these disbursements will drop 
even further. Some increase in exports may help the 
situation. But the solution of the balance of payments 
question, as of the problem of low incomes, lies else- 
where—in the capacity of the Philippines to provide for 
its own consumers out of its own production. 


No Lack of Plans 

Plans to develop this capacity have been almost as 
numerous as surveys of current policies, The need for 
diversification and expansion of production and for 
higher living standards existed before the war, Al- 
though relief and reconstruction needs took priority over 
long-term development after the war, planning for the 
future continued. In 1947, at the time of the Joint 
Philippine American Finance Commission, Mr. Thomas 
Hibben of the US Department of Commerce presented 
a “Technical Memorandum” on Philippine economic 
development. It recommended an expenditure of P2.2 
billion over a five-year period, about half of which would 
have been used for transport facilities. The report was 
not presented for legislative action, and was never im- 
plemented. Next the Philippine government engaged the 
services of the Beyster Corporation of Detroit to prepare 
a series of studies, culminating in the “Proposed Pro- 
gram for Industrial Rehabilitation and Development.” 
This program was designed for a ten to fifteen-year 
period, at a cost of about P5.2 billion, and was heavily 
weighted in favor of restoring the prewar mining and 
sugar industries. No indication was given of how the 
scheme might be financed or implemented, and the 
proposals were soon abandoned. 

Miguel Cuaderno, Philippine Secretary of Finance, 
subsequently put forward another plan for national 
development.* This was a five-year program involving 
investments of some P1.7 billion, with priority for vari- 
ous projects in agricultural production, transport, water 
power, mining, and some small industries. On this 
basis the government initiated a number of enterprises, 
limited by inadequate funds as well as by cumbersome 
administration, The crisis of 1950 and high budgetary 
deficits brought development activity practically to a 
standstill. Now the Bell Report has presented a number 
of recommendations in the fields of agriculture, industry, 

8 Cf. James J. Halsema, “Development Plans in the Philip- 
pines,” Far Eastern Survey, October 5, 1949. 
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finance, commerce, labor, health, education, administra- 
tion, and, finally, United States aid. 


Proposals for Agriculture and Industry 


The problem of the Bell mission, like that of most 
survey groups, was not only to determine the most 
desirable objectives but also to evaluate realistically 
the chances that its proposals would be acted on. The 
Report states, for example, that its agricultural members 
are practically in full agreement with the findings of 
the 1946 agricultural mission, but that “unfortunately, 
after four years, no important part of the report has 
been adopted.” The Bell Report goes on to point out 
that about 75 percent of the Filipino people are de- 
pendent on agriculture for their livelihood, and that 
in 1949 approximately 65 percent of the Philippine 
gross national product came from agriculture, fishing, 
and forestry. Yet the Philippine Department of Agri- 
culture and Natural Resources received for the fiscal 
year 1951 an appropriation of only P1.2 million, or 
about one-fourth of one percent of the budget. 

Numerous technical problems facing Philippine agri- 
culture could be solved by effective governmental ac- 
tion, perhaps with international technical assistance. 
For example, sugar production per unit of area in the 
Philippines is less than half of what it is, in other pro- 
ducing countries; the abaca industry is threatened by 


plant disease; tobacco production has still to be con- 
verted from low-grade cigar-making varieties to those 
used in cigarettes, which are in greater demand; and, 
in particular, the food output is far below Philippine 
needs and the capacity of the land. The Bell mission 
considers the problem of land tenure as centra/ to the 
whole agrarian question: 


The strained relationship between the landlords and their 
tenants and the low economic condition generally of the tillers 
of the soil compose one of the main factors retarding the 
recovery of agricultural production. . . . 

The Philippine farmer is between two grindstones. On top 
is the landlord, who often exacts an unjust share of the crop 
in spite of ineffective restrictions to the contrary. Beneath is 
the deplorably low productivity of the land he works.® 


The Bell recommendations on agriculture are far- 
reaching, including technical and experimental work on 
‘improvement and diversification of production, ex- 
tension of rural credit facilities, and amendment and 
enforcement of agricultural law so that the tenant may 
receive an equitable share of the crop. 

The Report also includes a number of general recom- 
mendations to provide for increased production of goods 
formerly imported, especially processed foods and tex- 
tiles, through increased processing and manufacturing 


9 Bell Report, p. 55. 
4 


of local raw materials. It recommends the expansion 
of mineral production, particularly of lead, copper, and 
iron ore; exploration for coal and petroleum; and the 
extension and improvement of transport facilities. 

On the key question of government versus private en- 
terprise, the Bell Report makes two general observations. 
“It is clear,” says the Report, “that the Government 
will have to take an active part in stimulating economic 
development in the Philippines,” including planning, 
construction, and technical and financial assistance. On 
the other hand the Report is critical of the existing 
structure in the Philippines: 


By the most generous evaluation, the larger number of 
Government corporations are inefficient, wastefully operated, 
and in some instances they have been misused. . . . Before the 
Government undertakes the responsibilities of the development 
program it should clean house in the existing corporations. . . .° 


The Bell mission suggests the establishment of a 
Philippine Development Corporation, to serve as a hold- 
ing company responsible for all government enterprises. 
The first task of this corporation would be the dis- 
posal of those government concerns which are ineffective 
or could be better managed by private enterprise. An 
Industrial Finance Department under the new hold- 
ing company would then make loans to various private 
businesses. Without an over-all development program in- 
cluding clear-cut priorities, however, it is questionable 
whether such a reorganization would do much more 
than put the same people back in the same business 
under a new company name. 


The Bell Report urges an improvement in the low 
living standards of the Filipino people; here again the 
recommendations must be evaluated in terms of their 
chances of impiementation. The mission finds the trade 
union movement in the Philippines “confused, hap- 
hazard, and chaotic,” and suggests that “Trade unions 
should be encouraged that would be free from Com- 
munist influence, domination by the Government, in- 
terference by management, and racketeering by labor 
leaders.” To develop responsibility and eliminate Com- 
munist influence it is suggested that a small group of 
capable American trade unionists “help and advise 
Philippine trade unions. Such a group should con- 
sist of three men, representing the AFL, CIO, and 
Railroad Brotherhoods.”** It is also suggested that 
minimum wages of $1.00 or perhaps even $1.25 a day 
be established for agricultural workers, in addition to 
supplements, with higher levels for industrial work- 
ers. Other proposals relate to improving public health 
and educational facilities, and to extending various 
kinds of social security. 


10 Ibid., p. 67. 
11 Ibid., p. 93. 
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If any development program is to be effected, the 
Philippine government will have to revise its budget 
and increase its tax income. The Bell mission proposes 
a plan to raise P150 million in new revenues and to pro- 
vide a more equitable distribution of the tax burden. 
Other fiscal recommendations include increasing per- 
sonal savings available for investment, encouraging 
foreign investors, and developing a market for govern- 
ment securities. 


The Trade Act Reviewed 


The recommendations on commercial and exchange 
policy constitute a clear departure from many sec- 
tions of the Philippine Trade Act of 1946; this de- 
parture is explained by vague references to “changed 
conditions.” The Report criticizes the Trade Act, not 
so much as a burden to the Philippine economy, but 
rather as a measure that has been of little value to the 
United States in furthering healthy relations with the 
Philippines. The Bell Report states: 


The principal Philippine objections to the Trade Agreement 
have been to the provisions which limit the Government's 
power to allocate exports of ‘quota’ products, and to the so- 
called ‘parity’ guarantecing national treatment for United 
States citizens and business enterprises in the development of 
natural resources. The absolute quotas on Philippine exports 
are regarded as limiting opportunities for expanding Philjp- 
pine trade with the United States as Philippine production 
grows and the United States market expands. There has also 
been some feeling that the exchange provisions are a limitation 
on Philippine sovereign rights. 

Some provisions of the Trade Agreement, such as the 
absolute quotas (except in the case of sugar) and the internal 
tax preference given Philippine coconut oil, are prejudicial to 
the attainment of the objectives of United States commercial 
policy on a multiiateral basis. Those provisions of the Act 
which limit Philippine sovereign prerogatives, i.e. the ‘parity 
provision,’ the ‘non-discrimination’ provision, and the limita- 
tions on the Philippine Government in allocating quotas estab- 
lished for certain products, do not in practice provide the 
proper type and degree of protection for American interests.?? 


The provision which prevents the Philippine gov- 
ernment from changing the par value of the peso with- 
out US approval is also considered unnecessary, since 
the Philippines, as a member of the International Mone- 
tary Fund, cannot change that value by more than 10 
percent without the concurrence of the Fund. The 
Report goes on to say: 


The President of the United States has no responsibility 
for the fiscal, credit and investment policies that may neces- 
sitate such action. For this reason, he ought not to be burdened 
with the responsibility of giving formal approval for exchange 
controls or changes in exchange rates if they should be 


12 Ibid., p. 85. 
13 Ibid., p. 88. 
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The negotiation of a Treaty of Friendship, Com- 
merce, and Navigation which would also “provide 
equitable conditions for investment,” and the appoint- 
ment of a Joint Commission to study needs to modify 
the existing Trade Agreement are among the recom- 
mendations of the Bell Report. 

The central task of the mission was not to analyze 
current problems in the Philippines, nor even to recom- 
mend internal policies, but to determine the most use- 
ful and effective method of American aid. Here a dilem- 
ma is apparent. There is no guarantee that outright 
grants to the present Quirino administration would not 
be dissipated as easily as former resources. On the other 
hand, aid with political and supéfvisory strings was 
bound to meet internal opposition as interfering with 
sovereignty; on the international scene it would be 
criticized as evidence that Philippine independence was 
incomplete. As a third alternative, aid might be with- 
held until recommended or suggested reforms were put 
into practice, but there were many strong pressures for 
immediate action. Recommendations on American aid 
by the Bell mission are as follows: 


That the United States Government provide financial as- 
sistance of $250 million through loans and grants, to help in 
carrying out a five-year program of economic development 
and technical assistance; that this aid be strictly conditioned 
on steps being taken by the Philippine Government to carry 
out the recommendations outlined above, including the im- 
mediate enactment of tax legislation and other urgent reforms; 
that expenditure of United States funds under this recom- 
mendation, including pesos derived from United States loans 
and grants, be subject to continued supervision and control 
of the Technical Mission; that the use of funds provided by 
the Philippine Government for economic and social develop- 
ment be co-ordinated with the expenditure of the United 
States funds made available for this purpose; and that an 
agreement be made for final settlement of outstanding fi- 
nancial claims between the United States and the Philippines, 
including funding of the Reconstruction Finance Corporation 
loan of $60 million.’* 


Reactions to the Bell Report were mixed. Early com- 
ments from Manila emphasized Filipino reluctance to 
accept the kind of supervised aid which was offered. 
Manila papers of November 7 reported that govern- 
ment advisory groups had turned down the plan, that 
they felt “the Bell proposals would constitute an in- 
fringement of sovereignty,” and that they objected to 
the sending of United States technical experts to super- 
vise implementation as well as disbursements.** The 
visit of William C. Foster, ECA Administrator, ap- 
parently served to placate some officials. In a conference 
with members of the lower house of Congress, Mr. 
Foster stressed the “partnership concept,” adding, how- 


14 bid., p. 5. 
15 Far East Trader, New York, November 22, 1950, p. 261. 


ever, that “it must be clear that a partnership implies 
rights, as well as obligations on both partners. As 
partners we, of course, have a normal interest in the 
proper conduct of affairs. Like any partner, we reserve 
the right not to invest when we feel such investment 
would not yield proper returns.”’’® 

Negotiations in Manila resulted, on November 14, in 
an agreement between President Quirino and Mr. 
Foster. Under this agreement the Philippine Congress 
was to consider a legislative program including tax 
measures designed to raise a total of P565 million, 
with increased taxes to go into effect on January 1, 
1951; a minimum wage law for agricultural workers; 
and a “bold resolution” expressing the general policy 
of the Congress to accelerate social reform and eco- 
nomic development. The United States representatives 
agreed that their own government would dispatch a 
technical aid mission, resume negotiations for a Treaty 
of Friendship, Commerce, and Navigation, and _ re- 
examine the present Trade Agreement; and, finally, that 
the President of the United States would recommend to 
Congress an appropriation of about $250 million to 
implement the recommendations of the Bell Report.** 

According to the agreement, the American appro- 
priation is‘to be made “in consideration of the determin- 
ation of the Philippine Government to act boldly and 
promptly on the major program designed to fulfill 
the aspirations of the Filipino people. . . .” Although 
the Bell Report recommended that aid depend on the 
fulfillment of projected reforms, the agreement to re- 
commend such aid was concluded five weeks after the 
Report was presented. There was no time to-stop and 
ask why the boldness and promptness which is now 
expected has not been apparent in the pol.cies of the 


Quirino administration and its predecessor, the Roxas 
administration, since their beginnings. At the moment, 
however, both aid and reform are still promises. 

The Bell mission has been frank in reporting many 
of the realities of the present Philippine situation. 
Whether its recommendations face up to those realities 
is an important question. A similarly frank political 
analysis might show that the present Philippine adminis- 
tration has only limited capacities for carrying out many 
of the proposals. An American grant of $250 million 
does not bulk very large when compared with the 
postwar US disbursements to the Philippines, totaling 
$1.4 billion, and the new postwar investments of $2 
billion. Past performance in the use of these vast sums 
cannot be ignored. Even an American technical mis- 
sion with supervisory powers is not likely to guarantee 
smooth operations. The Philippines is already disturbed 
by nationalist feeling and unrest; an apparent infringe- 
ment of Philippine sovereignty might heighten anti- 
American and anti-administration sentiment. This would 
be less likely if the program could be clearly shown to 
benefit the Filipino people. 

Other factors outside the Islands, especially since the 
Korean crisis, have had their effects on Philippine 
policy, and the present precarious position of American 
interests in the Far East has prompted the US Ad- 
ministration to act without delay. But if the recom- 
mendations of the Bell mission are not successfully 
implemented, the data in the Bell Report will explain 
why. It is not that American aid has been “too little 
and too late,” although that may also be true; chiefly, 
however, there has been a failure to come to grips with 
the political realities, both domestic and international, 
of an economic development program for the Philippines. 


Economic Aid to Asia: Progress Report 


Western aid to Asia takes many forms, and bids fair to be substantial. A 
summary of current projects, and some of the problems they raise. 


BY EDWIN P. REUBENS 


— OUTLINES seem to be emerging from the 
welter of aid programs for underdeveloped coun- 
tries in general and Far Eastern countries in particular. 


Mr. Reubens is Assistant Professor in the Department of 
Economics, Cornell University. 


16 Ibid.; also New York Times, November 9, 1950. 

17 “Memorandum of Agreement between President Elpidio 
Quirino and William C. Foster, ECA Administrator,” signed 
on November 14, 1950, Manila. See Far East Trader, Novem- 
ber 29, 1950, pp. 269-70. 
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This is indicated by the recent publication of the Gordon 
Gray report on US foreign economic policy, and the 
announced intention of the US government to co- 
ordinate its aid to southeast Asia with the Colombo 
Plan. The purposes of Western aid also appear to be 
broadening; whereas aid programs in the immediate 
postwar years were predominantly for relief, the recent 
plans are predominantly for development. A survey of 
the principal projects now under way reveals that, 
taken together, they are more substantial in dollars and 
cents, and more comprehensive in scope, than is gen- 
erally realized. 

A list of programs actually under way at the present 
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time may begin with United States activities, including 
Point Four, the Economic Cooperation Administra.ion, 
the Export-Import Bank, steckpiling activities, military 
defense programs, and aid to countries where the 
United States has a special responsibility. The pro- 
grams of the United Nations and its specialized agencies 
include those of the International Bank for Reconstruc- 
tion and Development, the International Monetary 
Fund, the United Nations International Children’s 
Emergency Fund, the Food and Agriculture Organiza- 
tion, the World Health Organization, and others. Be- 
sides these, there is the British Commonwealth pro- 
gram called the Colombo Plan, and there are activities 
of private investors, 


Total Aid Is Substantial 


It is customary, in discussions of foreign economic as- 
sistance, to stress the difficulties of investment in under- 
developed countries. Yet an Indonesian delegate at the 
recent IPR conference in Lucknow remarked: “We 
have so many capitalists coming to us from all parts of 
the world that our problem is to keep them away!” 
The significance of this remark emerges when one at- 
tempts to add up, for any particular country, the sum of 
all the various efforts now under way or planned. Thus 
in Indonesia there is, in the first place, a $100 million 
loan from the Export-Import Bank. Second is a pro- 
gram of some $10 million under discussion between 
the Indonesian government and ECA. Perhaps $500,000 
will be available for that country under the present 
Point Four program. In addition the United States 
is proposing grants for military assistance, in amounts 
as yet undecided. Some new private investment is 
anticipated in petroleum and perhaps in other fields. 
Furthermore, the Netherlands has made a loan of 
$52 million and various UN agencies, described below, 
have programs in Indonesia. The total of such pro- 
grams for a single country suggests that there is sub- 
stantial assistance flowing to the Far Eastern area. In 
some Far Eastern countries the impact of these sums 
on the economy may be great enough to raise serious 
problems of investment management, inflationary pres- 
sures, balance-of-payment stringencies, and other effects. 

The present discussion is intended as a progress 
report on the various forms of economic assistance to the 
underdeveloped countries, particularly in the Far East. 
It includes programs which have been undertaken re- 
cently, are currently under way, or are projected for 
the near future. It does not pretend to be exhaustive. 

We may begin with the Point Four program, of- 
ficially titled “An Act for International Development,” 
which provides $34.5 million for all countries during 
the remainder of the fiscal year 1951 (ending June 30, 
1951). Of this sum, $10.5 million is earmarked for 
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Latin America, $5 million for the Near East and 
Africa, and only $2 million for the Far East, In ad- 
dition, $12.75 million is allocated to the United Na- 
tions Technical Assistance program, part of which will 
be devoted to the Far East. Slightly more than $4 mil- 
lion is unallocated, to cover administrative expenses and 
various unforeseen requirements. The Point Four alloca- 
tion to the Far East is to be used concurrently with the 
ECA program, and by agreement with ECA it will 
stress educational and scientific technical assistance. 


Point Four in Operation 

On October 20, 1950, an allocation of $500,000 was 
approved for the Iranian program, aimed mostly at the 
rural areas and emphasizing demonstration projects in 
agricultural health and educational improvement. Some 
$300,000 is expected to be used during the present fiscal 
year, the remainder presumably going over to later 
phases of the program. On December 27, 1950, the State 
Department announced the conclusion of an agreement 
on a Point Four program for India, with a tentative al- 
lotment of $1.2 million for fiscal 1951. Of five approved 
projects, three—two in agriculture and one in child 
welfare—are already under way. Agreements for Point 
Four aid have also been signed with Ceylon, Libya, 
Haiti, Paraguay, and Brazil. 

Point Four will operate this year chiefly in the fields 
of health, agriculture, and education, avoiding “indus- 
trialization programs” and other forms of heavy capital 
investment. It aims both to increase production and to 
raise living standards, on the principle enunciated by 
President Trumar. in his Inaugural Address, that 
“greater productior is the key to prosperity and peace.” 
Unfortunately, insofar as production increments are 
distributed in enlarged consumption, savings and re- 
investment are correspondingly restricted. Such an 
operation will not contribute much to future develop- 
ment work by the recipients themselves, unless there is 
additional capital inflow from outside. 

The method of the Point Four program is primarily 
technological assistance, that is, the provision of tech- 
nical experts and advisers, demonstration centers, and 
simple tools. It does not contemplate large-scale in- 
vestments, although the Export-Import Bank and the 
International Bank for Reconstruc’ on and Development 
may provide funds for capital goods imports, which can 
be used in connection with the Point Four demonstra- 
tion work. For example, shortly before the Point Four 
program was approved for Iran, the Export-Import 
Bank extended a loan of $25 million for the purchase 
of agricultural and roadbuilding equipment. 

The Point Four program seeks to lay the physical and 
human groundwork for future direct private investment. 
It also aims to guarantee to investors the convertibility 
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of future profits into US dollars, and adequate com- 
pensation in the event of nationalization, expropriation, 
or destruction. Under the Point Four program the US 
will undertake to cover only the direct foreign exchange 
costs of a given project. The recipient country is ex- 
pected to contribute local factors of production, fi- 
nancing local costs out of its own economy. This opera- 
tion will be inflationary unless either voluntary or forced 
saving takes place in the receiving country.’ 

It is evident that the Point Four program, in its first 
year of operation, will be a very modest one. However, 
current discussions in Washington, at the UN, and 
elsewhere, contemplate a very much larger program in 


the next few years. 
The ECA Program 


The next program to be considered is that of the 
ECA in southeast Asia. Here we have a far larger 
undertaking, involving some $84 million available for 
country programs for the fiscal year 1951. The tentative 
allocations are $40 million for Formosa, $21.4 million 
for Indochina, $13 million for Indonesia, $8 million 
for Thailand, and $8-10 million for Burma.? The ECA 
program is divided in not quite equal thirds among 
health, agriculture, and industry.* The method of ECA 
is to provide substantial grants for capital goods im- 
ports (including operating supplies) and also to assign 
part of the funds to the importation of consumer goods 
to be sold in order to raise “counterpart funds” in local 
currency. Technical services represent on the average 
less than 10 percent of the ECA total. 

Thus the current ECA program in southeast Asia is 
far larger than that of Point Four, and provides goods 
as well as technical advice. The ECA program is also 
more complex, raising questions of alternative methods 
and directions of development, and questions of local 


1 Inflation may be a necessary measure of forced saving in 
underdeveloped economies, but is a dangerous and non- 
selective instrument which will sometimes defeat its own 
Purposes. 

2 The sum of these allocations somewhat exceeds the cur- 
rent available budget, and will require either supplementary 
appropriations or paring of the program. These allocations 
are subject to later revision. 

The relatively large share for Formosa is explained by the 
requirements laid down by Congress in the Foreign Economic 
Assistance Act of 1950, from which these funds are derived; 
they are essentially funds left over from an allocation originally 
devoted to economic assistance to “China and the general 
area of China.” Assistance to the Philippines, recommended 
by the Bell mission, will fall largely under ECA. 

3 This breakdown refers to the four countries other than 
Formosa. In the latter, the health program of ECA is nil 
because the World Health Organization and other agencies are 
active there. Industry will receive some three-fourths of the 
total program in Formosa. 


administration, including the role of the local govern- 
ment. 

Quite a different kind of foreign economic assistance 
is provided by loans from the Export-Import Bank. 
These loans are usually tied to purchases from the 
United States, and are generally granted for a specific 
project. Furthermore, they cover as a rule only the 
foreign-exchange costs of the undertaking, and do not 
attempt to provide for the local currency costs. In 
the Far East the only loans made recently by the 
Export-Import Bank are the credit of $250,000 to the 
Philippines in July 1949, the credit of $21 million to 
Afghanistan in November 1949, and the $100 million 
credit to Indonesia authorized on February 10, 1950. 
Plans are under discussion to increase the lending and 
discretionary authority of the Export-Import Bank. 

Still another activity is the stockpiling program of 
the United States government. From earlier appropria- 
tions for this purpose, $2.5 billion was left unspent as 
of last July, and Congress has since authorized over 
$1 billion in addition. This is not, of course, primarily 
a form of foreign assistance, but it has this effect by 
providing a sustained market and high prices for 
foreign goods. Rubber and tin are the chief Far 
Eastern commodities involved. The effect of the US 
stockpiling program in conjunction with similar pur- 
chases by other countries, notably the USSR, has so 
stimulated these markets that rubber prices recently 
reached the highest levels in fifty years. These develop- 
ments have brought a marked improvement in the 
foreign exchange positions of the Asian countries. In- 
donesia, in particular, selling both rubber and tin, has 
profited so much that it can probably finance a con- 
siderable part of its economic development activities 
with its own funds. On the other hand, the commercial 
benefits tend to favor the merchants more than the 
small growers, and raise fears of a later price crash. 

The Mutual Defense Assistance Program presents still 
another type of foreign aid. Devoted only in part to 
direct economic assistance, the Program does give 
recipient countries some relief from their defense bur- 
den, but also involves them in some additional internal 
costs. For the fiscal year 1951 the authorized total 
consists of $75 million for the “general area of China,” 
plus $16 million for Korea and the Philippines, plus 
$303 million as a supplement for the whole area. 

Aid to Korea, Japan, and the Philippines has a 
special character since these countries have been virtual 
wards of the United States. South Korea received from 
this country some $300 million in grants and credits 
from V-J day to the end of 1949, consisting largely of 
relief supplies, While American troops were withdrawn 
during 1949, the United States instituted a $300 mil- 
lion, three-year reconstruction plan for the country, to 
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be administered by ECA. This was in its early stages 
when the North Korean aggression occurred. For re- 
habilitation of the war-torn country, the United Na- 
tions command estimated last October, on the assump- 
tion of an early end of hostilities, that $364 million 
would be needed up to the end of 1951. 


Japan and the Philippines 

In Japan, where the United States has carried the 
obligations of occupying the former enemy country, 
this government expended over $1,700 million in grants 
from V-J Day through June 1950, to cover the import 
surplus of necessities for consumption and production. 
(This is aside from those direct occupation costs which 
are borne by the US Treasury.) The cost of sustaining 
Japan in fiscal 1950 alone was $438 million.* Budgets 
drawn up early in 1950 called for a great reduction 
during the present fiscal year, to a level below $300 mil- 
lion, and virtual termination of this aid after 1953. 

In the Philippines, the United States has provided 
large sums of dollar exchange in the form of grants and 
credits (totaling $568 million from V-J Day to the 
end of 1949), war damage compensation, veterans’ 
payments, US Army and Navy expenditures, and various 
payments instituted before the last war. This aid has 
already begun to dwindle and will fall off sharply 
after 1951, The recent Bell mission to the Philippines 
has recommended a stabilization and development pro- 
gram for which the US would provide $250 million in 
loans and grants over five years, contingent on specified 
social and political reforms and economic readjustments 
(including reexamination of trade relations between the 
two countries). Implementation of this program has 
begun under an agreement signed last November be- 
tween the Philippine government and the ECA. 

Private investment by Americans in the Far East 
has been minor since the war. Virtually no securities 
have been floated in the United States by Far Eastern 
governments or private corporations. There has been 
a limited amount of direct investment by American 
corporations; between the end of the war and the 
end of 1948, slightly more than $128 million had been 
invested directly by Americans in various Far Eastern 
countries. The chief recipients were Indonesia and the 
Philippines. The investment in Indonesia was largely 
in petroleum.’ In recent months, private investment 


4 Robert A. Fearey, The Occupation of Japan: Second 
Phase (New York, 1950), p. 218. 

5 Cf. “Private United States Direct Investments Abroad,” 
US Department of Commerce, Survey of Current Business, 
November 1949. It may be noted that of all US direct invest- 
ments during the years 1946-48, about three-fourths went into 
petroleum, leaving relatively small amounts for all the other 
fields including agriculture, transportation, manufacturing, 
urban construction, and the like. 
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has been viewed more and more as an integral phase 
of US foreign policy, as indicated by the emphazis on 
some kind of government guarantee system. 

The Gordon Gray report on foreign economic policy* 
represents a major effort to coordinate all the varied 
activities in this field and to state the requirements of an 
adequate policy for the United States. As regards the 
underdeveloped countries (there is no distinction among 
regions in the summary report), the committee recom- 
mends a net flow of loan capital from public sources 
to underdeveloped areas “in the range of 600 to 800 
million dollars a year, of which half or more should 
be supplied by the International Bank from sources other 
than the United States Treasury.” It is recommended 
that the US share of the total loans be provided 
through the Export-Import Bank, by increasing its lend- 
ing authority (from the present $3.5 billion to a total 
of $5 billion) and by liberalizing its criteria (permit- 
ting expenditure outside as well as within the United 
States, and permitting expenditure for direct local 
costs as well as for direct foreign procurement). It is 
further recommended that where loans are not feasible, 
grants be made available for technical 2ssistance and 
development “up to about $500 million a year for 
several years, apart from emergency requirements aris- 
ing from military action.”" 

The report stresses the principle of maximum private 
international investment and free trade; but it recog- 
nizes on the one hand that a “heavy reliance on public 
lending [is] . . . essential for an aggressive development 
program,” and on the other hand that cooperation 
rather than a scramble in procuring raw materials and 
in supplying manufactured goods is likewise essential 
under present conditions, Finally, Mr. Gray’s committee 
suggests the need for a federal “agency or organiza- 
tion . . . to administer foreign economic programs” 
and for “coordinating operations in the foreign economic 
field with overall foreign policy,” as well as to “develop 
as far as possible, a cooperative and multilateral ap- 
proach to foreign programs, notably through the United 
Na‘ions and associated organizations.” 

This is a large and thoughtful program, intended 
to serve at once the interests of the United States and 
other advanced countries and those of the under- 
developed countries. Numerous measures of mutual ad- 
vantage are outlined. The steps recommended would 
provide valuable assistance to the underdeveloped coun- 


6 “Report to the President on Foreign Economic Policies 
of the United States,” prepared by a special committee ap- 
pointed by the President on March 31, 1950, under the chair- 
manship of Gordon Gray. The summary and recommendations 
of this Report appeared in the New York Times, November 
13, 1950. 

7 As the report points out, this “compares with present funds 
of about 150 million dollars a year for these purposes.” 
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tries, at least in the first instance. Under present world 
conditions, however, their secondary consequences would 
present serious problems. For example, if measures to 
stabilize the flow of raw materials seek to restrain or 
even roll back price levels, the raw-material-producing 
countries may protest that their present benefits from 
high prices would be impaired by halting or actually 
reversing the movement of the terms of trade; and 
they may view both the stabilization program and the 
capital offers as having “strings attached.” Furthermore, 
if the program seems to channel most of the foreign 
capital supply into the expansion of raw material pro- 
duction for export, rather than into industrialization, 
the underdeveloped countries may allege an effort to 
keep them in an economically colonial position. In 
these and other ways the economic conflicts under 
present conditions become deeply involved in political 
issues, and call for great skill in adjustment and com- 
promise. 

It is not yet clear whether problems of this kind are 
peculiar to bilateral programs, or must arise with 
equal stress in United Nations undertakings. 


Multilateral Assistance 

The United Nations technical assistance program 
now has only $500,000 at its disposal, but aims to 
spend some $20 million in the first year of full operation 
(provided that all UN member countries pay their 
pledged contributions). Not all the pledges can be 
counted on definitely, but that of the United States, 
representing 60 percent of the total, is certain. The fields 
of activity will probably resemble closely those of the 
United States Point Four program, with agriculture, 
health, and education receiving the primary emphasis.* 

There is, however, a major difference between the 
UN and the US program in that the former offers the 
possibility of closer UN supervision of the program 
in individual countries, The most advanced project 
along this line is that drawn up jointly by the UN 
secretariat and the Bolivian government, which in- 
volves not merely a grant-in-aid to Bolivia but also so 
detailed a program of administrative supervision by 
the UN as to amount to virtual trusteeship over the 
economy of that country. The UN can undertake such 
supervision, but it is doubtful whether the United 
States government would be prepared to do so, and 
even more doubtful whether the recipient ‘countries 
would agree to it, in view of their highly inflamed 


8 The allocations established for the first $10 million of the 
program are: $2.3 million to the UN (Secretariat), $2.9 mil- 
lion to the Food and Agriculture Organization, $1.1 million to 
the International Labor Organization, $1.4 million to the 
UN Educational, Scientific, and Cultural Organization, $100,- 
000 to the International Civil Aviation Organization, and $2.2 
million to the World Health Organization. 
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feelings of nationalism, anti-colonialism, and anti- 
foreignism.°® 

Turning now to the activities of other agencies 
affiliated with the United Nations, we have first the 
International Bank for Reconstruction and Develop- 
ment (IBRD). Since the US government has con- 
tributed the major share of the funds for this agency, it 
may be regarded in large part as a form of US economic 
assistance to underdeveloped countries. During 1949-50 
the IBRD extended loans to India and Thailand. India 
was by far the larger beneficiary. In August 1949 it 
received a loan of $34 million for railroad develop- 
ment, on September 29, 1949 one of $10 million for 
land reclamation, and on April 18, 1950 one of $18.5 
million for the Damodar Valley project of flood control, 
irrigation, and hydro-electric development. The loan 
of $25.4 million to- Thailand was officially announced 
on October 30, 1950, its purposes to include harbor 
development, railway rehabilitation, irrigation, water- 
ways, and flood control. 

In recent months there has been considerable criticism 
of the IBRD because it imposes stringent requirements 
upon any would-be borrower, and hence has lent out 
rather little of its available capital. It has been main- 
tained that the Bank is following orthodox private 
banking principles (especially the “specific-project” ap- 
proach, and the restriction of loans to foreign exchange 
costs of capital goods imports) such as might be appro- 
priate to advanced countries but are quite out of place 
in underdeveloped countries. The Bank has recently 
reformulated its policy,“ and has taken certain steps 
which if pursued further may help to allay this criticism. 
In September, for example, a loan was granted to 
Ethiopia for road develbpment. This, as well as the har- 
bor and waterworks projects under the loan to Thailand, 
represents the non-self-liquidating type of undertaking 
which the Bank has previously tended to avoid. In ad- 
dition the Bank has granted some credits to investment 
banking agencies, specifically in Mexico and Turkey. 
The local banking groups, under the IBRD supervision, 
will re-lend the funds to a considerable number of small 
projects for which intimate knowledge by local people 
is required, but these loans are still intended only to 
“finance the cost of imports required for specific devel- 
opment projects.”" 

Along with the IBRD we may consider the Interna- 


9 The practice during 1943-46 of Americans sitting on the 
Board of Directors of the Bolivian development corporation has 
since been discontinued, apparently in deference to local feel- 
ing. 

10 See International Bank for Reconstruction and Develop- 
ment, Fifth Annual Report: 1949-1950, pp. 7-11. 

11 International Monetary Fund, International Financial 
News Survey, October 27, 1950, p. 133. 
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tional Monetary Fund. The Fund was set up to take care 
of relatively temporary imbalances in the availability of 
currency throughout the world. It was not intended 
to support long-term development programs. But, it 
has found itself making various so-called short-term 
currency loans which are in fact allied with develop- 
ment work. In the case of India the Fund during 
1948-49 made a succession of sales of US dollars for 
rupees, the total coming to the substantial figure of 
$100 million. 

For the sake of completeness we should note that other 
UN agencies, the Food and Agriculture Organization 
(FAO), World Health Organization (WHO), and 
United Nations International Children’s Emergency 
Fund (UNICEF), are also at work in the Far East. 
UNICEF has planned an expenditure of $22.5 million 
in Asia ($10 million of this being already committed). 
Although UNICEF activities are largely in the nature 
of relief, they increasingly emphasize development 
features.*? The WHO activities are closely related to 
economic development, while FAO is essentially a 
developmental undertaking along lines of technical as- 
sistance. 

Apart from the UN and the US, and aside from 
the rapidly changing activities of France in Indochina 
and of the Netherlands in Indonesia, the other major 
plan for aid to the Far East under governmental aus- 
pices is that of the British Commonwealth, called the 
“Colombo Plan.” It covers India, Pakistan, and Ceylon, 
the British territories in southeast Asia, and any other 
southeast Asian countries which wish to be included.’* 
It is therefore not restricted to members of the British 
Commonwealth. Eacy participating country has worked 
out a six-year program of economic development. These 
programs have been designed, it is claimed, to be “both 
feasible and balanced within themselves,” and also 
to achieve cooperation on technical questions and on 
capital investment. No attempt will be made to turn 
the participating countries into highly industrialized 
economies in the immediate future. The chief emphasis 


in virtually all the programs falls on agriculture and 


transport, along with training of personnel."* 
The total capital requirement for this program in 


12 In the $10 million program mentioned above, only about 
25 percent was allocated for feeding, while the bulk was to go 
for control of tuberculosis, malaria, and yaws, and for maternal 
and child health training. 

13 Indochina and Thailand have expressed a desire to co- 
operate, while Burma and Indonesia have sent observers to the 
preliminary conferences. 

14 Of the total proposed expenditure, 32 percent will be de- 
voted to agriculture, 34 percent to transport and communica- 
tions, 6 percent to fuel and power, 10 percent to industry 
and mining (other than coal), and 18 percent to “social pro- 
jects” (including housing, health, and education). 
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the Commonwealth countries of Asia over the six-year 
period is estimated at $5.2 billion. Over 70 percent of’ 
this is contemplated for India, with Pakistan account- 
ing for another 15 percent. The total includes the sums 
to be raised both inside and outside Asia. Necessary im- 
ports, beyond those to be covered by exports, will come’ 
to $3 billion over the period. External financing for 
this amount will be sought along five lines: (1) existing 
external assets, mainly sterling balances, which will be 
released in the amount of $689 million over the six 
years; (2) private direct investment; (3) loans by 
private investors to governments in the area, ‘through 
flotations in London and other financial centers; (4) 
loans by the IBRD; (5) grants or loans by govern- 
ments, toward which the United Kingdom has promised 
$140 million for its “dependent territories” in the 
area but declares that “the task . . . is manifestly not 
one which can be tackled by the Commonwealth 
alone.” 


Obstacles to the Colombo Plan 


The Colombo Plan has all the merits of a comprehen- 
sive approach and a unitary concept, supported by 
pledges of close cooperation both within the Com- 
monwealth and with parallel UN and US activities.'* 
It proposes a much larger undertaking for this area 
than has usually been mentioned by responsible sources. 
But it faces serious obstacles. Cooperation among the 
Asian participants cannot make a great contribution 
unless the economic and political impasse between 
India and Pakistan is resolved; and the countries of 
southeast Asia must be drawn into the Plan, since they 
are economically complementary within the area. Second- 
ly, the stipulated capital requirements cannot be met in 
very large part from Commonwealth sources. The 
announced commitment by the United Kingdom, con- 
sisting in the release of sterling balances plus grants 
to the dependent territories, comes to little more than 
$800 million. Other contributions from the United 
Kingdom and from Canada, Australia, and New 
Zealand cannot be very large because within these 
countries themselves, capital is scarce, many capital 
goods are already in short supply, and domestic econ- 
omies could not stand the strain of a heavy burden of 
unrequited exports. If the aims of the program are 
to be achieved, the bulk of the foreign capital, and 
even much of the capital goods and technical assistance, 
must come directly or indirectly from the United 
States. The Colombo Plan thus requires a capital 


15 Secretary of State Dean Acheson has declared that “It 
is this Government’s aim to coordinate its aid projects for 
Southeast Asia with the Commonwealth Proposals” (New 
York Times, October 12, 1950). 


outflow from this country in the types and order of 
magnitude proposed in the Gray Report. 

Even if the investment goals are attained, and opera- 
tion in the field is successful, the planners express a 
very cautious optimism as to the results: “In terms of 
the standard of living of the people, the growth of 
productive power is not likely to show spectacular 
results by 1957. . . . But it will be apparent to every- 
one in South and Southeast Asia that progress is being 
made.” 

This sketch of the various programs for the under- 
developed countries generally and the Far Eastern 
countries in particular may indicate the variety and 
also the limitations of the work that is currently under 
way. Many fundamental questions have still to be an- 
swered. Can the underdeveloped countries absorb—.i.e., 
utilize effectively—sums commensurate with their needs? 
What basic types or combinations of aid should be 
given: relief, reconstruction, or development? If aid 
is given for development, should the aim be to expand 
and improve existing types of activity, or to transform 
the economy by industrialization and other shifts in the 
pattern of production? 

The answers will be different for different countries. 
In the Far East, we must distinguish broadly between 
two types of countries. The first, exemplified by China 
and India, has a heavy pressure of population on devel- 
oped resources and even on potential resources, a strati- 
fied class structure, a large territory with a substantial 
hinterland, and a relatively minor dependence on 
foreign trade. In contrast, the countries of southeast 
Asia tend to have a much lighter pressure of population 
on resources, a more loosely knit society, and a very 
heavy dependence on foreign trade and on world eco- 
nomic fluctuations. 

There is also the vital but thorny question of how the 
aid is to be administered: shall it be given, so to speak, 
at arm’s length, or shall it be so organized as to enter 
profoundly into the economic and social, structure of 
these countries, involving perhaps a deliberate effort to 
transform the social and economic system in ways which 
will promote further development and insure efficient 
use of such aid as is provided? 

A further question concerns the tempo of assistance. 
Some maintain that the capacity of the underdeveloped 
countries to absorb foreign aid is so limited that it is 
impossible to move very fast; the only hope of success 
is through slow growth. Others hold that speed is es- 
sential to success; unless a dynamic momentum is at- 
tained, the effects of the initial stimulus will soon wear 
off with little or no permanent improvement. Related 
to this is the question whether it is desirable to minimize 
costs and risks by concentrating on technological as- 
sistance rather than embarking on a substantial pro- 
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gram of industrialization requiring extensive capital in- 
vestment. The latter alternative raises the question of 
priorities—e.g., railroads and sanitation before factories 
—and, for the lending agency, the question whether, 
having started a long-term program, it is prepared to 
continue to finance it. 

Aid to underdeveloped countries is of course involved 
in political and social issues. Is our aim merely to “hold 
the line”—whether against Communism or against 
misery and desperation? Or do we seck to develop 
active and positive friends? If so, what groups shall we 
assist, and who will turn out to be our friends in the 
end? (For example, shall we enlist or circumvent the 
Chinese merchant class in southeast Asia?) Broadly 
speaking, can we offer to the people of the under- 
developed countries an outlet for their energy, a chan- 
nel for their desires and dissatisfactions, and the hope 
of sustained development which they can carry on for 
themselves once it is started? 

Finally there is the specific question of what agency 
is to be responsible for development programs. Many 
have suggested that the United Nations could do a 
better job than the United States alone. United Na- 
tions sponsorship may be accepted more willingly than 
that of the United States, whose purposes and methods 
are widely feared in the Far East—as was demonstrated 
at the recent IPR conference at Lucknow. On the other 
hand multi-national administration may suffer from 
delay and inefficiency and inadequate funds, especially 
when its co-sponsors are prone to disagree. The UN 
offers substantial advantages on the political side and 
substantial disadvantages on the administrative side. 
How to work out an effective plan of action for the 
United States, within this pattern, is a major issue con- 
fronting our policy-makers. 
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